- Tax Changes Accompanied By Tough Spending Cuts

Do not forget that these changes in the tax code are accompanied by tough spending cuts
and benefit reductions. Over the next five years, the legislation is expected to reduce the federal
deficit $496 billion--$250 billion from federal taxes, and $246 billion from spending cuts, almost
exactly a 50/50 balance. Tough specific cuts include:

* $13.2 billion in pay reductions for federal employees;
* $24.2 billion from eliminating 149,000 federal jobs;
* $9.6 billion from controlling pension and retirement costs for federal retirees;

* Caps on Medicare payments going to doctors, hospitals, and laboratories;

* $4.3 billion in savirigs by instituting a more effective direct student loan program, getting
banks and middlemen out of the student loan business;

* $1.6 billion from cutting federal housing payments to ineligible families;

* and many more.



These are the facts. America has suffered through 12 years of skyrocketing deficits, while
incomes soared for the wealthiest Americans and sagged for almost everyone else. Now many of
those in Washington responsible for the policies of the 1980s that gave America the huge
increase in deficit spending and the huge incresse in incoms inequality are trying to bring down
the one chance this country has for economic recovery and long-term fiscal responsibility.

There is an old adage--fool me once, shame on you,; fool me twice, shame on me, The President’s
critics have failed the country three times with their deficit reduction promises and their
ideclogical economic dogma. Do they really deserve another chance? Isn't it time te break with
them and the failed past that they represent? These charts demonstrate that it is.
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Inherited Deficit Projections
Budget Deficits, 1980-1998
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A New Direction
Budget Deficits 1980-1998
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Reagan Administration Promises vs. Performance
on Deficits, Fiscal Years 1981-1984
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Reagan Promises vs. Performance Under Gramm-Rudman |
Budget Deficits, Fiscal Years 1985-1990
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Reagan-Bush Promises vs. Performance Under Gramm-Rudman Il -
Budget Deficits, Fiscal Years 1987-1992
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Change in Share of Income
by Income Group, 1979-1989
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Monthly Contribution By Income Group
Under President Clinton's Deficit Reduction Plan*
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Average Additional Monthly Direct & Indirect Costs
Under Proposed Energy Tax in 1997*
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Increases in Average Monthly Taxes By Income Group Under
Original 1990 Bush Summit Plan
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jmumization and family preservadion &d & . For temprization, the
YY) Anchudes 32,3 billten over Flve years & provide frae vacoineg 3o
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DEFICIT REDUCTION FROM THE RECONCILIATION BILL

PERCENT OF GDP

CURRENT POLICY BASELINE
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STATUS OF
PRESIDENT'S ECONOMIC PROGRAM

5-YH. SAVINGS
RECONCILIATION {% in billions} STATUS
AGHCURUIE. ... e 3 \/
Armead SBIVICES....viv e rinvarianeser 2 s/
Banking.... 3 v
EduCation and LabOF..........oo.ern. 6* v
Energy and COMMBNte............ow..eevurevenn. 48 * v
Foreign Affairg/Judicary
Merchant Marinas/Public Works......o... i !/
Natural Basourtes. ..o cervreniminirassnanons 2* \/
Post Office and Civil SeVICE......vvvervn.. 11 v
Veterans AHEIS.......c.ov v s 3" \/
Ways and Maans.......coceiveviceniimnnecnnnnnnn 300 " \/
TOAL . vsvverrasorsissstvanssenniansassnaassanns 343
DISCRETIONARY SAVINGS......cocvevn. 102 v
DEBT SERVICE .. .ovveerirssssnsssecessnrissns 51 v
TOTAL
CBO Seoning. oo e, 496
OMB SCONNG.....ovnmmicrimmmnimeninsian 524

*ncludes items recongiled to mulliple commitieses.



BUDGET ENFORCEMENT MECHANISMS

O

O

2]

Discretionary Spending Controls
Pay-As-You-Go

Sequester

Deficit Reduction Trust Fund

Modified Line-Item Veto



HISTORY OF RECONCILIATION SAVINGS

{(In billions of dollars)

Deficit Reduction Achieved Over

Reconciliation Legislation 1/ 3 Years § Years
TOBY. o ~233 NA
TOBZ.eiecces b 128 NA
1983 s 4 NA
188 i e 63 NA
TIBB..vivviri v et 13 NA
BT i 48 » NA
T80, i rer bt 130 245
1 2 SOOI UIOTOTOTEN 50w 343 w

1/ Includes separate tax bilis in 1981 and 1982,
2/ Estimates available for only 2 years.
3f Targets.



RECONCILIATON SCHEDULE

May 14 - Committees report reconciliation

May 17 - All legislation to House Budget Commiitee

May 20 - House Budget Committee reports reconciliation bill
May 25 - Reconciliation bill filed

May 26 - Rules Committee

May 27 - House floor



AGRICULTURE COMMITTEE

5 Year Savings Target: $2.85 billion

Savings Achieved

(o]

Increases "triple base" acres (crops grown on these acres are not eligibkle for
deficiency payments) for program crops from 15 to 20 percent, starting with 1994
crop.

Increases assessments on Some none«program crops: by 10 percent for tobacco and sugar,
by 2 percent {or peanuts.

Decreases current law assessment on dairy to 10 cents.
Reduces Market Promotion Program to $148 million per year (equals FY 1993 level).

Lowers payment limit on hopey, and wool and mohair programs to $%0,000., Reduces
honey program loan rate. Eliminates marketing assessment on wool.

Increases Forest Sarvice recreation fees.

Stretches out sign-ups bevond 1985 for Conservation and wWetlands Reserve Progranms.
Adiusts purchase prices to effectively buy more milk powder and buy less butter.
Creates free catagtrophic orop insurance for losses above 65 percent.

Reforms Rural Electrification Administration (REA) to reduce 5 percent loans and
establish municipal bond rate and Treasury rate loan programs. Consolidates REA

under the Rural Development Administration.

Expands Food Stamp benefits to improve the wellvbeling of low-incowe families and help
offset the effects of the energy tax.



HOUSE ARMED SERVICES COMMITTEE

% Year Savings Target: $2.4 bhillion direct spending

£20.3 billion authorization

Savings Achieved

O

o

Delays the 19%4 military retiree COLA by four months from January to May 1894,

Delays the 1995 through 1%98 military retiree COLAs by three additional months each
vear. These COLAs would be granted Augusi 198%, November 1996, February 1998 and

May 1999,
Exempts disabled retirees and survivors from the COLA delays.
Achieves required discretionary spending targets by:

- Freezing military pay in 1994

- Reducing ECI~based military pay raises by one percentage point in 1895, 1996 and
1997.



HOUSE COMMITTEE ON BANKING, FINANCE AND URBAN AFFAIRS

5 Year Savings Target: $3.1 billion

Savings Achigved

Q

Authorizes HUD to use IRS data te verify the income of families that live in assisted
housing., Savings result from more accurate reparting of income since housing
subsidies vary inversely with income levels.

Approves the use of real estate moritgage insurance conduits by the Government
National ¥ortgage Association. Savings are due to the additional guarantee fees GNMA
collacts from each REMIC.

Accelerates the rate at which the Federal Housing Administrations Mutual Mortgage
Insurance fund collects a one~time upfront fee from homebuyers.

Requires the transfer of earnings from the Faderal Reserve’s surplus reserves to the
Treasury in 1997 and 1998,

Grants national depositor preference to the Federal Deposit Insurance Corporation,
the Resclution Trust Corporation and all uninsured depositors. This preference gives
them first claim to the assets of a failed depasitory institution.



HOUSE EDUCATION AND LABOR COMMITTEE

5 Year Savings Target: §5.8 billion

Savings Achieved

o

Converts the guaranteed student loan program into a direct lecan program and provides
student borrowers with a range of flexible loan repayment options.

To encourage States to insure that poste~gsecondary institutions provide gualicy
educations, charges an annual fee based on the dollar amount of defaults by borrowers
who attended schools within the State that is in excess of 20 percent,®

Removes unintended barriers preventing States from recovering Medicaid payments
properly paid by proper health insurance.
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ENERGY AND COMMERCE COMMITTEE

S Year Savings Target: §7.2 bilfion'fqr Auction of the Radio Spectrum

Savings Achieved

O

o

S-Year Savings Target:

Authorizes auctions for assignment of FOC licenses for use of the radio spectrum.

Treats spectrum licenses the same as licenses for offshore drilling, grazing on

federal land, and harvesting timber from national forests.

$1.16 billion for Nuclear Regulatory Commission (NRC) Fees

Savings Achieved .

o

i

Réconciliation bill amends the Omnibus Budget Reconciliation Act of 1990 to extend to
the end of FY98 the existing requirement that the NRC recover 100% of its costs
through user fees. This requirement to recover 100% of NRC costs currently expires
at the end of FY9®5. Without this amendment, NRC would only recover 33% of ite costs

through usey feas. -

The NRC fee extension increases recelipts by $1.16 billion in FY86 through FY98.

5 Year Savings Targéts:$48.35 billion for Medicare
£7.9 billion for Medicaid

Savings Achieved -- Medicare

reduction in the Medicare Volume Performance Standard that would limit future
physician payment fee increases;

limits payments for c¢linical l&beratory tests;


http:Targets:$48.35

correct an error that wounld have mandated coverage of personal care services in all
fitates, thus allowing States to retain personal care as an optional benefit;

Investments

L

The Committee adopted legisliation to help assure that the Nation’s children have
access to immunizations. The Committee’s immunization proposal will purchase
pediatric vaccines for: {1} all Medicald eligible children, {(2) Native American
children, (3} uninsured children, and (4) insured chiidren whose insurance fails to
cover vital immunization services. The action will assure that costly vaccines will
no longer be a barrier to childhood immunizations.

The Committee also adopted the President’s immunization monitoring and notification
proposal. This proposal will allow monitoring of children’s immunizations and
notifying parents of upcoming or missed immunizations.

The Committee extended some areas of Medicaid coverage, including:

- raising the cap on Federal Medicaid contributions to Puerto Rico and the other
U.8. territories; and

- funding medical assistance payments for States with a disproportionate share of
border-crossing individuals,

- extending ellgibility for some Medicaid services to impoverished TB patients.



HOUSE FOREIGN AFFAIRS COMMITTEE (HFAC)

S Year Savings Target: $5 million

Savings Achieved:

o HFAC deferred to the House Post Office and Civil Service Compmittee (PO & C5) to
report out legislation necessary to amend COLA benefits to retirees, including LThose
in the Foreign Service retirement progran.

© HFAC informed the House Budget Commitiee in writing today that RFAC supports the PO &
CS Committee legisglation to delay COLAs for three months in 794, 95, and /96,



HOUSE JUDICIARY COMMITTEE

% Year Savings Target: $0.3 billion

Savings Achieved

0 This proposal extends patent fee surcharges created by Omnibus Budget Reconciliation
Act of 19980 {(OBRA) that would otherwise expire at the end of 198%. This proposal
deoes not increase patent fees beyond levels anticipated under current law.

el The savings begin in 1996, at slightly over $100 million per year through 1988,



HOUSE MERCHANT MARINE AND FISHERIES COMMITTEE

5 Year Savings Target: $0.2 billion

Savipngs Achieved

¢} Meets the target by extending the Tonnage Duty Fees included in the Omnibus Budget
Reconciliation Act of 1990 (OBRA} that would otherwise expire at the end of 1995.
This proposal does not increase fees beyond the levels contained in OBRA.

o The savings begin in 1996, at over $65 million annually.

o The Fees are collected by the Customs Service but are credited as offsets to the
Department of Transportation for services provided by the Coast Guard to the merchant

marine industry such as aids to navigation.

o The fees are paid by all ships entering U.S. ports after calling on foreign ports,
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HOUSE NATURAL RESOURCES COMMITTEE

Year Savings Target: $2 billion

Savings Achieved

O

Permanently recovers 50 percent of Administrative costs for Federal mineral leasing
programs prior to the sharing of receipts with States.

Permanently institutes a hard rock mining c¢laim maintenance fee in lieu of the
current assessment work reguirement.

Authorizes collecting a surcharge from beneficiaries of Federal western water
projects.

Expands the authority for the collection of certain recreation fees and user fees for
rights-of-ways, commercial tours, and communication sites on Federal lands.

Reforms grant assistance for the Commonwealth of the Northern Mariana Islands.

Extends through FY 1998 the existing reguirement that the Nuclear Regulatory
Commission recover 100% of its costs through user fees,



HOUSE POST OFFICE and CIVIL SERVICE COMMITTEE

% Year Savings Target: $10.6 billion direct spending

$28.7 billion authorization

Savinags Achieved

L

Eliminates the 1994 annual civilian pay adjustment; reduces the adjustment by 1% in
1945, 1996, and 19%7; and delays to July 1 the effective date of the adjustment
beginning in 1995 and ending in 2003,

Delays to July 1 the effective date of locality pay beginning in 1994 and imposes a
ceiling on the cost of leocality pay for fiscal years 1994 through 1998,

Reduces the Federal workforce by 150,000 over the next five fiscal years.
Eliminates cash awards between fiscal yesars 1994 through 1698,

Caps the amount of annual leave that members of the Senior Executive Service can
accumulate,

Delays COLAs for civilian retirees by 3 months during FY 1994 ~ 1396. {Includes
Civil Service, Foreign Service and CIA)

Permanently eliminates the "lump sum" retirement option except for the critically
ill, beginning January 1, 199%4.

Extends the current fornula that determines the governnent s share of Federal
Employee Health Benefit premiums through 1998.

Adopts medicare limits for charges physicians and other providers may make to Federal
Employee Health Beneflits enrollees age 85 and over who are not Medicare eligible.

Requires the U.8. Postal Servive to make payments, over three years, to the Civil
Service Retirement and Disbility Fund and to the Federal Employees Health Benefits
Fund to satisfy past Postal pension and health care liabilities.



HOUSE PUBLIC WORKS AND TRANSPORTATION COMMITTEE

5 Year Savings Target: $0.3 Billion

Savings Achisved

. Charges more equitably for Federal Aviation Administration (FAA} services provided to
ugers of the national airspace system. These charges are described as follows.

» Increases annual general aviation aircraft registration fee and ties it to
aircraft weight., Fee ranges from $40 per vear for small aircraft to $2,000 for
larger ajrcraft., This is estimated to raise $137 million over 5 years.

» Increases general aviation aircraft title recordation fee to $200. This is a
one~time fee paid whenever an ajrcraft is bought or sold. The Committee action
will permit the fee to be weight based, i.e., the fee must average $300 across
all payees. This is estimated to raise $48 million over 5 years.

. Establishes an aviation medical examiner certificeation fee of $500, Doctors
take classes from the FAA for free, receive ¢redit towards their state
acoreditation regquirements, and then charge pilots for the annual medical exam
required by the FAA., This will raise an estimated 515 million over 5 years.

. Increases the triennial pilot certificete fee of §12. This will raise $13.8
willion over 5 years.

» Permits the Army Corps ¢of Engineers to increase fges for the use of recreational
facilities it administers.



HOUSE VETERANS AFFAIRS COMMITTEE

5 Year Savingg Target: $2.6 billion,

<

Extends five provisions in current law that allow VA to:

- Collect from veterans health insurers the costs of medical care provided by VA to
veterans with military~related disabilities for the treatment of non-military
reiated conditions.

e Collect a $2 copayment for each 30-day supply of outpatient prescription drugs
that are not for the treatment of military-related disgabilities.

e Use Internal Revenue Service and Social Security Administration data to verify
veterans?’ incomes in the incomevtested pension and medical care programs.

—— Limit pension payments to $%0 per month for veterans living in Medicaid nursing
homes.

- Allow VA to include the costs of expected losses on the resale of foreclosed
preperty in the formula that determines whether it is more cost-effective to
acguire the property and sell it or pay the guarantee to the lender.

Increases fees charged for most VA home loans by .75 percent.

Authorizes VA to collect from veterans’ health insurers the cost of care for treatment
of military-related conditions.

Freezes the annual increase in benefits for surviving family members who receive the
highest benefits payments.

Reduces the new annual increase in GI Bill benefits by one percent.

Limits educational assistance benefits for veterans’ dependents te natural and adopted
children of veterans.
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HOUSE WAYS AND MEANS COMMITTEE

5 Year Savings Target: $48.35 billion for Medicare

Savings Achieved

o

The Ways and Means Medicare package would save $50.% billion over five years -- meeting
the savings objectives of the President’s budget.

Ways and Means placed a two-year hold on increasing the fees to Medicare health
providers. These temporary limits on payment increases to hospitals, physicians, and
other Medicare providers would save $38 billion over five years.

Medicare Secondary Payer reforms that help assure that automobile, workers compensation
and other insurance pay before Medicare trust funds are used;

The Committee extended the Part B (SMI} premium levels beyond 1995,

The Committee adopted a tough, expanded prohibition on self-referrals by physicians,
i.e., to facilities in which they have a financial interest.

5 Year Investment Target: $20.48 billian (net} for Child Support Enforcement, Matching Rates
for Welfare Programs, Family Preservation amd EITC

Investrmonts

Improves child support enforcement by streamlining paternity establishment procedures
and strengthening medical support enforcement.

Changes various Federal funding match rates for State administrative costs of the AFDC
program o a uniform 50%,



Charges States fees for a portion of the cost of administering their State supplemental
S8I payments.

Increases the earned income tax credit for working families with c¢hildren, and creates
a new credit for low income workers without children.

Initiates a new family support and preservation program to provide low-income parents
with the skills to help raise their childyren and services to prevent the need for foster
care placement.

Extends expiring Trade Adiustment Assistance program for three years ¢o provide training
and income support to workers who lose their jobs because of increased imports.

Increases Federal share of Unemployment Insurance Extended Benefits costs to 75 percent
{from 50 percent) to encourage States to adopt the optional trigger for this stand-by
program, making the program more widely available.
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THE WHITE HOQUSE
WASHINGTON

October 11, 1893

MEMORANDUM FOR THE PRESIDENT
FROM: LEON PANETTA AND BOB RUBIN

SUBJECT: Fall Budget Issues to be Discussed with Democratic Leadership:

Attached are three separate memos on the main issucs that we will need to discuss
with the Democratic Leadership:

® Balanced Budget Amendment to the Constitution;
e Budget Savings Commission; and

o October Savings Package

The NEC, your inside political advisers, and in some instances the Vice President and
Mack Mclarty) have had gseveral meetings on these issues, which will be the tapics for the
meeting planned at 9:30 am. in the Cabinet Room on Tuesday, October 12th. (The NEC, as
usexd herein, refers 10 the core members, to wit, Secretaries Bemtsen, Reich and Brown,
Director Panetta, CEA Chair Tyson, DPC Assistant Rasco and NEC Assistant Rubin, along
with appropriate deputies.}



BALANCED BUDGET AMENDMENT

1SSUE FOR DECISION: We must soon choose whether to support the Simon—
Stenholm Balanced Budget Amendment to the Constitution, which is likely to come
before the Congress in November. It would:

» Require that the budget be balanced cach year, beginning cither in FY 1999 or
twa years after ratification by three~fourths of the States;

3 Require a 60 percent roli~call vote of the full Membesship {(as opposed to those
present and voting) of both Houses, to allow a budget deficit or any increase in
the National debt limit;

- Allow a revepue increase only through a majority roll-call vote of the full
Mcmbership of both Houses; and

. Permit 2 majority vote waiver during military conflict.

ARGUMENTS IN FAYOR

Need for Discipline of Budget Balance: Some arguc that budget balance s the right
target from an ccenomic standpoint.  But even others who see nothing sacred about a
deficit of precisely zero believe that there is no real discipline without some precisce
target, and believe that zero is the number with the most appeal.

Forces Tough Choices: Even though a Balanced Budget does not itself call for
making the tough choices, it serves as a sclf-imposed club that will force Congress
into a context where they will have no choice but to make tough choices.

Some arguc that the Constitution, more than any law, would motivate the Congress to
make the difficult choices necessary to balance the budget, The difficulty of
enactment of the FY 1994 Reconciliation Act, uh!ch did not take the budget all the
way to balance, is cited as cvidence.

Maintain Anti-Deficit Image: Your opposition 10 an Amendment that carrics a
popular message could cloud your reputation for deficit reduction. Some may sce
opposition to a Constitutional Amendment a8 a retreat from your carlier deficit
reduction cffort.  This point may be stressed hy active deficit reduction spokespersons
and groups.



The Horse is Out of the Barn: Some believe that the Amendment is already
unsioppable, and that there is no point in expending political capital against it,
especiatly if it may detract from the public gains you made by passing the largest
deficit reduction package of all time.

ARGUMENTS AGAINST

Exagperates Economic Cycles: When the cconomy is weak, the deficit goes up, tax
revenues fall {because incomes arc lower), and spending rises {for unemployment
compensation, welfare —~ cven Social Security for laid—off older workers who cannot
find new jobs and so retire carly). These are the “automatic stabilizers” that have been
credited as preventing the nation from ever falling again imo a serious depression. The
amendment language calling for "total outlays for any fiscal year not o cxceed total
receipts Tor that fiscal year” reflects a legislative intent to have balance during each
vear, and not just a five-year balanced budget plan. This means that implementing
legislation would require constant adjustments 1o keep the budget in balance.

Although the draft Amendment allows a 60 percent rollwcall-vote waiver, 1t is not
likely that Congress will fecl compelled to break their constitutional obligation without
strong proof that the economy is already in decline. Members of Congress could
posture as being tough against the rising deficit and make things worse. Furthermore,
we typically realize that the economy is nsming down only after the fact; by that time,
we may alrcady have made things worse by frying to comply with a balanced budget
requirement.

Balancing the annual budget means freezing the national debt at #ts current level in
absolute terms, not simply reducing # relative to GDP. That's an odd goal in an
economy which is getting bigger and bigger in dollar tcrms year after year, Consumer
debt, business debt, mortgage debi, cte. all grow over time in a growing cconomy,
Why should government debt be different? Twenty-five years ago, the national debt
‘held by private investors was $150 billion, which was about 18% of GDP. If we sull
had that much debt outstanding, it would be just 2.4% of GDP, We might well want
the debt—to-GDP ratio to fall, rather than remain constant at its current level. But that
does not require a balanced budget.

Reducing Two Deficits: This proposal would nearly eliminate any chance of any
meaningful additional investments over the next several years, The Simon-Stenholm
Balanced Budget Amendment calis for 2 balanced budget in the later of two years
after the passage of the bill or FY1999. With our curremt cconomic plan, we would
need an additional $223 billien in deficit reduction in that one vear alone. It would not
scem politically or cconomically tenable to simply follow our current path to FY 1998,
and then look for a whole sct of new policies that lower the deficit by $223 billion in
FY1999 alone. The implementing legislation required under the Amendment would
almost ¢ertainly require the President to come forth with a substantial amount of now



deficit reduction on top of our current pian, in the order of $500~$700 billion more
between FY1995 and FY1999, Any notion that passing the Simon Balanced Budget
Amendment would take us off the hook for several years would scem unlikely, Ina
scenario in which the Administration and Congress would be under severe pressure to
eut Social Security and Medicare benefits for the middle class and raise middle class
taxes, the chances of channeling savings (o new investments, would be scverely
impaired,

Furthermore, this would put the Administration in a position where the President is
compelled 10 put forth Social Security cuts and middic~class tax increases, and
Congress has the option to reject them with a 60% vaote,

An example of a plan io get this degree of deficit reduction is the recent Concord
Coalition proposal. They ask for only $10 billion in new investments, while calling
for a 50 cent gas tax, an additional 320 billion per year in sin taxes, means testing of
all entitlement programs including Social Security and Medicare (affecting 42% of
Americans who receive those benefits), an increase in the Social Security Retirement
age, and major reductions in overall Medicare benefits.  Yei, these savings do not
assume the passage of our health care plan. If these amounts of savings had to be
found on p of health vare, even tougher measures would have to be passed.

Commitment to Health Care: Since large middle—class taxes will be highly
unpopular as a means to balance the budget, there will be an effort o get everything
possible out of entitiement savings. This will make health care quite vulnerable in
two ways. One, with the passage of a balanced budget amendment, it will be difficult
to re-aliocate $238 billion in Medicare and Medicaid savings to health ¢are, and two,
if most entitlement savings are dedicated to the balanced budget amendment, it will be
highly difficult to add new entitlements such a8 prescription drugs and long~term care
in the foreseeable future.

Neo Distinction Between Investment and Consumption: A 31 of reduction in
excessive health care spending is treated exsctly the same as a §1 reduction in the best
investinent in technology, defense conversion or Head Starl.  When cuts have to be
made, in fact, we know that it is far easier to cut new programs that have not been
implemented ~— and thus have 1o established constituency ~— than to cut existing
programs where there are jobs, cxpectations and entrenched political interests that will
protect the status yuo.

Gimmicks Cannot Replace Leadership: A Constitutional Amendment has always
been viewed as a "gimmick” to allow leadess to hide from the 1ough choices that must
be made to reduce the deficit. Presidents who had to face deficits in the past
{jackson, Wiison, Truman, ctc.} did not have » Cansmunonai Amendment to do what
was right,



6. A Proposal to Have Budget Policies That Were Fair To The Middle Class: There is
no conceivable proposal to balance the budget by FY199% without serious cuts in
Social Security, Medicare and middle~class tax increases, as well as cut-backs on
plans to help those who are most disadvantaged.

7. Degrades the Constitution: The Constitution defines the rights of citizens and the
role of government. It does not dictate economic policy. To so use the Constitution
* would throw difficuli issues imto the Federal courts. Several noted conservative jurists
sce this danger; former Judge Robert Bork has called such an Amendment “a vain
hope or a dismal prospect.”

8. Minority Rule: 'The supermajority requirements in the Amendment would allow a
politicatly motivated or economically unsophisticated minority {perhaps a united
minority party?) to prevent any President from moving his economic program.

1IV: RECOMMENDATION:

i{. Policy Decision: The NEC unanimously and decisively opposes the Simon Balanced
Budget Amendment for the reasons mentioned above. Your policy advisers, such as George
Stephanopoulos and others, also concurred in these judgments. David Gergen stated that he
had supported a balanced budget amendment prior to taking his curcent position. He feels it
has merit as a tool to force Congress to make tough choices that they have been unwilling to
make., David did not rccommend, however, that you support this balanced budget amendment
now, in light of the severe choices that would have o be made to achieve the balance.

The NEC also believes bowever, that your opposition must stress your demonstrated
accomplishment on deficit reduction, your ronclad commitment © maintaining your present
deficit reduction package, and imponance of slowing the costs of health care in ultimate
deficit control. Bill Galston, Leon Panetta and others stressed the need to also effectively
communicate your commitment to policics to bring down the deficit beyond our current five~
year plan.

2. Political Decisions: If you concur in the decision to oppose the balanced budget
amendment, there are romaining decisions that have to be made.

Intensity of Opposition: There was seme political concern that an active fight
against the balanced budget amendment will create a false impression that you are pot
intense in your cfforts 1o comtrol the deficit. Others felt that it was better politically
for you to make a principled fight against the amendment, than to risk alienating all
sides by passive opposition. In any case, Senator Simon appears 50 close o the
necessary two-thirds majority, and passage would have such onerous ¢ffects, that the
NEC add most of your in~house political advisers strongly recommend that you wage
a strong fight to dofeat the bill in the Senate.



Message and Strategy: The main decision seems to be what our message and
strategy should be for opposing the amendment. Some argued that this could be used
as a vehicle to re—-state your overatl vision on the need to address both the budget and
investment deficits to create cconomic growth. Your political advisers scemed to
believe that this might not be the best context for talking about the economic virtues
of public investment. Most {including George S. and David G.) scemed to belicve that
the best strategy would be to stress your opposition based on the negative policies to
the middle class that would have to be taken in order to balance the budget by

FY 1999, and chalienge people o show you how they would specifically achieve this
.balance without such unpopular policies. For example, vou could state that you oppose
this balanced budget because it would devastate health care, requirg large increases in
middlc~class taxes and significant cuts in Social Secunty benefits, and that you
challenge anyone to show you differently,

Alternatives: Another issue to be considercd is what other budget discipline
alternatives are there that would give members of Congress something to vote for if
they were going 1o oppose the balanced budget plan. Options could include some form
of capital balanced budget, macroeconomic sensitive entitlement cap, or enhanced
rescission. The first two might be too complicated, potiticatly and substantively, to
construct ar this point, and you need (o consult with your Congressional advisors about
the viability of the third option.



I1. BIPARTISAN COMMISSION ON BUDGET SAVINGS

The majority of the NEC and your in~house political advisers believe there are
possible risks from such a Commission. Therefore, we believe we should carefully consider
what structural elements might best minimize these risks and preserve Presidentiol flexibility
to the greatest degree possible.

Exiensive discussions have been held with Majority Leader Mitchell, Speaker Foley,
Majority Leader Gephardt and Minority Leader Michel, as well as Pete Domenici, Bob
Kerrey, John Danforth and others on the possibility of a bipantisan commission on budget
savings. The general consensus of many of these members of Congress is that such an effort
could be helpful in focusing on the issues related to additional savings 1 entitlement
programs. We also need to consider how much such a Commission’s mandate should review
tax and rcvenue issucs, if at ail.

Attached 1§ a brief description of a proposed Bipartisan Commission on Budget
Savings (Attachment #1).

B. Issucs Related to Commission

Dhiscussions have been held about the Commission with a number of senior White
House staff members. Those discussions have identificd a number of key issues related to the
Commission, regarding minimizing risk and preserving the Administration’s flexibility,
including:

{1} the role of the Administration —— how closcly should the Adminstration be
idemtificd with the Commission? Some key questions:

-~ Should members of the Administration be appointed to the Commission?

- Should the Commission report to the President or to the NEC or to some other
Administration group appointed by vou, which could serve as a forum for review
before transmission 0 the President?

(2} impact on 1995 Budget -- Scnator Kerrey has supported a December 1, 1993
reporting date for the Commission, so that the Commission's report could be considered in the
1995 Budget. Such a report would come late in the process. Moreover, we can't know at this
time if we would want to include its recommendations.  Key guestion:

~w Should the Commission's report be available in time to consider including it in the
1993 Budget, or should it report after the Budget and/or after the budget resolution?



(3} role of Congressional leadership ~— Senator Mitchell has expressed interest in
serving on the Commission, while Speaker Foley secems somewhat reluctant to serve. Koy
question:

~= [} you want to have the Congressional leadership on the Commission to enhance
control of the Commission, recognizing that this might make the Commission's work
even more difficult to reject than it would otherwise be?

{4) majority votc or supermajority vote —— Scrator Kerrey supports a requirement for
a majority vote for Commiission recommendations. However, this would make it easier for
Republicans 1o stonewall and avoid responsibility for any decisions by the Commission, A
supermajority requirement would ensure that recommendations had broad political suppont,
but would also increase the possibility that the Commission would deadleck or revert o
simple solutions, such as caps. Key question:

- Should the Commission be required to have a supermajority to make
secommendations, OF 8 a simple majority sufficient?

{5} type of recommendations —- some concern has been expressed that the
Commission would push for entitlement caps, tather than specific programmatic policy
changes. Key question:

- Should the Commission be required to make specific recommendations on 4
programmatic basis?

(6) taxes —— Senator Kerrey and Senator Danforth believe the Commission should look
at taxes along with eatitfement and mandatory programs. Key questions:

— D36 you agree that the charter of the Commission should include tax issues?
~ If 50, should the Commission be required to consider the impact on progressivity
of any tax recommendations?
C. Bringing the I o Within the Next Two Weeks
1. Mcet with Democratic Leadership
In approprate mectings with Majority Leader Mitcheli, Speaker Foley and Majority
Leader Gephardt, we should discuss establishing such o commission, the political and

legislative risks associated with such an offort, and how o control those risks.  You might not
want to be at those meetings voursclf, unless needed at the end.



1. ELEMENTS OF OCTOBER PACKAGE FROM NPR

As you know, the Adminisiration is planning to send to the Congress a package of
deficit reduction proposals later this month. This package, which we hope will total at least
$9 to 312 billion over five years, plus procurcment reform estimated to be scoreable between
$2.0 1o $5.0 billion, will consist of ideas generated by Vice President Gore's National
Performance Review and by rescissions of FY 1594 appropriations bills. The Vice President,
the National Economic Council, and your in~house political advisers have had preliminary
discussions about the NPR savings options, and have reached a unanimous recommendation
except for one item mentioned below. The results of those discussions are presented here,

1. Procurement and Personnel Reform

Discussions are currently underway between the Administration and the House and
Senate Government Affairs Committces on a procurement package to be introduced i the
next few weecks, We will be asking the Congressional Budget Office 1o score the package
once final agreement is reached.

The Administration has sent to the Congress a "buyout” proposal (this will also be
included in the October package) offering Voluntary Separation Incentive Payments of as
much as $25,000 to sclected workers who leave government service. In the House the bill
has been introduced as H.R. 3218, Hearings on the bill in the House have been scheduled,
and it is our hope that the measure will pass the Congress before adjournment.

2. Rescissions

OMB has begun the process of identifying potential rescission iems for inclusion in
the October package and we will need to discuss these with you within the next ten days.

3. Savings

Together with the Vice President, the NEC and your in~house political advisers have
reviewed the NPR and identificd almost forty proposals based on good public policy which
we believe should be presented to the Congress.  Below, under section A are examples of
several items which were included without much disagreement or discussion, which would
total approximately $7 billion over five-years,

Under Section B, are 3 number of additional NPR proposals which are more
controversial and problematic, of which you need to be aware and which should be discussed
with the leadership. While there is a unanimous recommendation on all of these issucs
{except the highway demonsiration projects), we want to make sure you are fully apprised of
the arguments for and against cach policy choice so that you feel comfortable with cach
decision.



A. Examples of Less—Controversial Items Res

ending the wool and mohair programs

climinating Federal support for the honey program
reorganizing the Department of Agriculture
streamlining HUD operations

moreasing Department of Justice debt collection

- closing VA supply depots

- selling the Alaska Power Administration

- reforming the Federal Helium program

- streamlining the YA benefits claims process

~ allowing HCFA contracting out

i

H

H

f

i

While some of the proposals in the Base Package will be opposed by some members
of Congress, we believe they are defensible, and we recommend that they be included in the
October package. '

¢ Reduce Essential Alr Service Subsidies: This proposal would prohibit subsidies to
airports in small communitics which are within 70 miles of hub airports; 28 airponts
would lose subsidies, The House and Senate have already endorsed cuts in this
program, and we believe it would be appropriate for the Administration o propose this
relatively modest change. ' ’

» Streamline Army Corps of Engineers: Secretary Aspin i1s currently reviewing an
Army Corps of Engincers sircamlining plan proposed by the Bush Administration.
Any such plan would be highly controversial with members of Congress who would
lose Corps offices or headquarters in their districts. Rather than submit a specific plan
in the October package, we could propose legislation directing the Corps o develop
and implement a plan which would achieve a set amount of savings.

s Power Marketing: This proposal would require the Bonneville Power
Administration based in the state of Washington to buy out its debt to the Federal
government. Any delst buy-out proposal is likely to result in increased rates for
consumers in the Northwest, and will be strongly opposed in the Congress. We are
continuing to explore ways of achicving scoreable savings in this program without
raising rates.

e Social Seeurity Disability Claims: This proposal requires intensive review of
disability claims by the Social Security Administration with the goal of removing
beneficiarics from the rolls who are no longer disabled. While there is clearly fraud



and abuse in the Social Sccurity Disability rolls, it is a controversial proposal because
the Reagan Administration did this in a crude fashion that was secn as leading to
publicized stories of unjust removal of tuly disabled people. We recommend exploring
ways of increasing the review of beneficiaries without adopting the full NPR praposal.
This would require new funding and personncel.

e Highway Demonstration Projects: The NPR proposed climinating all highway
demonstration projects. There is not a consensus in the NEC on this issue. Some of
vour advisors propose that we cut the number of projects cut by targeting those which
have been appropriated without being authorized. This would still allow for $600
miltion in deficit reduction. Yet, cven this more limited cut is scen as inadvisable by
some of your in~house political advisers,

This is a matter we need to discuss.

4, House and Senate Procedure

In the Housc of Representatives the October package will be distributed to the
appropriate committees. After committee consideration, the various clements will be
packaged by the Rules Committee for a voie on the House floor. In the Senate, one
commiltec ~ the commitice with the preponderance of the legislation under its jurisdiction -
will be asked to consider the package. Issues not in this lead commitiee’s jurisdiction will be
considered as amendments to the bill reported by the Icad committee once that measure
reaches the Senate floor. It is hoped that the Ociober package will pass the Congress before
adjournment,

 Distribution of Savi

We are looking at proposing an October package that would total $13-15 billion,
assuming that approximately 33 billion is scored for procurement. At the close of the last
meeting of the Vice President and the NEC, there was a tentative agreement that:

1} a 313.5 billion package he proposed, in which 310 billion would be for deficit
reduction and $3.5 billion in discretionary spending savings would be for funding the
crime package, so that the NPR savings would ensure that this initiative was funded
under the tight caps, and

2} that we would insist on preserving the $3.5 billion for crime, oven i items in the
deficit reduction package were stricken,



November 29, 1993

MEMORANDUM FOR THE PRESIDENT
FROM: GENE SPERLING
SUBJECT: 1995 BUDGET

As you consider the major choices for the 1995 budget, Bob Rubin thought it would
be helpful to flag for you some of the major political and economic considerations relevant to
your major investment choices. Certainly, our goal must be to cut lower priority spending to
make room for higher priority investments. Yo, it will be incvitable that at some point, we
will be choosing among a range of programs that we will consider important, and one thing
we must consider is what is our Strategy or approach for choosing among priorities. Below, |
mention four approaches:

I. INVESTMENT APPROACHES

| 8 SHAVE TOP INVESTMENTN: One of the most logical methods to deal with the
tight caps, is to moderate the degree of increases in your top investment. The advantage of
this method, is that vou are still Keoping increases in your major arcas, and are just
moderating those increases in light of tough budgetary constraints. The disadvantage of this
perspective 15 that it decreases the chances of making major differences in the arcas you have
wdentified as your top prioritics,

2. MAKE A TOP 10-18 INVESTMENTS YOUR MAJOR PRIORITY: Under this
perspeetive you would pick out 4 top list of investmems, decide the amounts that you felt are
aceded to make these investments successful, and then ask your staff to simply make the
budget fit with those increases built in. We did this in the 1994 budget, when you would
exclude four or five items, while asking {or another shave of the budget. The advantage herc
is that you do not allow your top investments to be diluted, and preserve key signature picees
for the Administration. The disadvantage is that other members of Congress may be upset to
sec some items getting such large increases while their issucs are gefting no increase. Also, it
is likely that picking a top 10-or 1S investments will mean no increase for many other arcas
that you would still consider to be prioritics.

3. © FULLY-FUND INVESTMENTS WHERE THE AMOUNTS ARE SMALL: A
sub—component of the above method is to consider bang~for-the~buck calculus in terms of
fulfilling investment objectives, There are some arcas where the amoumt we need to find
concerns several hundreds of millions or cven billions per year, Yet, there are other areas
where the difference between fulfilling an investment objective iz a matter of tens of millions.
Under this perspective, since we will not be able o achieve all of our investment objectives,



we should consider strongly those areas where we can achieve 100% success for a small
amount,

4. HEALTH CARE: Onc perspective is to make choices based on how they affect the’
chances for passage of health care. The advantage of this is that we keep focused and do not
let side~issues stand in the way of the coalition we need to pass health care reform. On the
other side, the implications of this logic could be sweeping. Indeed, the logic there might be
to not fund most of our major investments since such strong funding will require serious cuts
that will cach have a negative effect on some members,

H. RECOMMENDATION ~ STRATEGY FOR STRONG SUCCESS IN 15-20 KEY
ITEMS: Whiic this memo sceks to raise issues more than answer them, 1 want 1o make one
general recommendation for approach. | believe that you would be wise to pick a certain
amount of arcas where we want 1o hit home runs, and force the rest of the budget to live
within those constraints. Ideally, the extra funds would come from spending cuts in non-
priority areas. Yet, if necessary we should be willing to do less in our second order priorities
to make sure we have ¢lear successes in top priority areas.

In looking at the OMB recommendations, there appears to be full funding for several major
investments: 1) WIC; 2) School-to~-Work; 3) Goals 2000, 4) 100,000 cops (assuming passage
of the Crime bill); §) One~Stop Shopping Labor. Furthermore, we have near full funding of
6) EITC and 7) Empowerment Zones through the 1993 Budget Act,

The amount of new investments above the OMB mark to bring other investments up
to a full-funding ~~ for another 8 major investments is nof an cxceptional amount. For
example:

8. Alternative Fuel Yehicles: This is somewhat of a signature picce that could be
significantly expanded for $15 million morce,

9. Ryan White: The OMB mark is $672 million, which is $93 million above the
$579 million cnacted in FY1994, For $50 million more, we will be at the full-
funding level. As this is both a humane investment and one with a strong
constituency, the ¢xtra $30 million for full-funding would be worthwhile for us to

find. 1t is another case, where the price for complete fulfillment of campaign pledges
is not high.

313 at 1 jon Highways: The Commerce request was for $150 million;
The OMB mark is for $?8 milfian. Cica:l}, $50~-60 million more could make a large
differonce in the progress of a signature piece. (rationale discussed below)

11, BRislocated Worker: On the discretionary side, Labor asks for 3300 million
more than the OMB mark 0 got up to the amount they necd. {rationale discussed
below)

fo



IR elonment Banks: There is $100 million in the OMB budget for
this, which is adcquatc th, fcr an additional $100 million we could make a maji}r
difference in considerably more communities. Our review so far shows this picce
could be very popular and suceessful.

13, Head Start: For teasons given below, we may need to come forth with a $1
hillion increase, which requires $376 million above the OMB pad mark.

14, NIST We would be near full funding with §200~$400 million more. (discussed
below)

15, National Service: EH wants to go from $575 to $862, while the OMB mark is
$715, Thus, $137 million separates OMB from Mational Service’s request

16.  Technology Reinvesmient Program: $400 million more, above the OMB

recommendation would mean a major increase.

Clearly, there are other demands on the budget besides these additional nine items,
HUD, for example, has serious needs in important areas such as homelessness.  Yet; if the
Defense Department can include in their budget the $400 million more needed for ARPA, we
could have 15 major investments at near full-funding for 31.3 billion more in key
investments,

Alt Fuz]l Vehicles 13
Ryan White S5t
Info Highways 78
Dhslocated Worker 235
DB 100
Head Start 376
NIST 200
National Service 140
$1.3 billion

It is worth sceing for itlustrative purposes that much of this could be paid for just by
decreasing other investment arcas, that while importast, may not be as high priority as these
investments. For example, the investments below represent increases in our budget of $2.8
bhillion.

Federal Crop Insurance: 300
Rural Development Initiative 130
Food Safety pad
Census 35



Chapter 1 653

Education Research & Stats . 73
Elementary and Sccondary Teacher training 151
Conservation R&D 200
Jobs Corp 143
Salaries and Expenscs 103
Transit Formula Capital Grants : 392
VA Meadical Care 260
Mission to Planet Earth 313
$2.8 billion

Clearly, many of these are important, and should perhaps be on the top Hst, But I
mention this for the purpose of showing what is doable if we are able to prioritize among our
prioritics.

M. EXPLORING OTHER WAYS OF CUTTING:

1. Penny-Kasich Legislation: We should do a review of the Penny~Kasich cuts and
consider them in light of the fact that it receive 213 votes. Many of these cuts we may not
like, but if there are 213 members on the record for them, and we may want to reconsider
them in light of the fact that they could help fund some of our key investment initiatives.
Furthermore, it would rcinforce our message that we needed many of the spending cuts just to
hit our existing caps,

2. Entitlements and Tax Expendifures: Two of our main investments, welfare reform
and worker training require significant funding on the PAYGO side of the budget. Clearly,
from a purely policy view, the tax expenditure side of the budget has significant inequities in
terms of progressivity. The overwhelming political instinct will be not to open up the tax side
at all, yet it scems right for us to at least explore some options and consider whether there is
any political logic in being able 1o tic some tax expenditure cuts to worker training or welfare
reform. The other place is clearly means testing entitioments. Again, we should see if there is
a political logic that would allow for some cealition that would make something viable.
Finally, the Republicans will be looking for entitlement cuts that call for draconian cuts for
immigrants. We need to figure out what is legitimate and expose what crosses the line,

IV: OVERALL PRESENTATION ISSUES:

1. Listing Spending Cuts: We should consider how to bunch together or list all of the
arcas where we are calling for spending cuts to meet our deficit targets. The pro side here, is
that we would make sure that we do not bury our spending cuts, by at least presenting them
together, The down side, is that if there is 350 billion in spending cuts, we may not be able to
cantrol the message that these cuts are needed to meet existing targets, and the highlighting of .
cuts may lead to more pressure to reduce the caps.



2. Major and Visible Cuts: One of the main problems we had in the budget debate, was
" that we did not get attacked enough on spending cuts. If we wish to address this, we need to
present some highly visible and bold spending cuts, and relish the fight against them even if
we lost, Some will say, however, that such fights will hurt our relationships needed for the
passage of health care and other major initiatives.

3. Tying Investments: If we want to siress the notion that we are doing good things
without making taxpayers pay onc extra cent, we may want to tie specific cuts to investments,
It is also a way of focusing on the very economic and value choices we want to highlight.
Furthermore, if the technology community secs culting a pork project as their ticket to NIST
increases, we may be able to got more suppont for the cut in question.  Furthermore, it can
allow us to present things to the public in very favorable way as to the trade—offs we arc
calling for, while highlighting that we are stressing ough cuts to pay for new investments.
The other major issue is whether there are any. specific ways 1o do this legislatively, or
whether this i¢ purely a matter or presentation.

4, Balanced Budget: Wc must prepare and present this budget in a way that makes the
public understand how tight discretionary spending is and the contradictions between those
who support the balanced budget and yet will yell at us for not funding more of Program A.
We must have a simiple message. We can only do the programs members of Congress carce
about if they fight for them, and that if they are also calling for a balanced budget
amendment, we will assume that they are in favor of doing less for the programs they care
for,

V: MAJOR ISSUES AREAS:

1. Human Resonrces: In the FY1994 budget, we had great victories in the EITC,
reforming student loans, and achieving significant funding for worker training, WIC, and
Ryan White were near our full~funding request, But there is no hiding that on the
discretionary side, our success in some of the most key investments were sub-par. Indeed,
our high percentage of priosity invesiments in FY 1994 was due a lot (0 a significant
percentage of our mass transit and highway funds. Both the New York Times and the
Washington Post have reported that we enly achieved 1/3 of our key education investments,
School to work received 50 of the $135 requested. Goals 2000 rococived 1035 of 3430
requested. Drug~free schools did not have an increase, Worker training got half of what was
requested, and Head Start reccived $550 Budget authority of 1.3 billion requested.

MAJOR ISSUES IN HUMAN RESOURCES:

602 (b): We must remember that our buman resource investments strategy, but it will
mean next to nothing unless we have a strategy for cnsuring that the 602(b)

appropriations allocation is farge enough to handle our increases. Once that amount is
set, any increase in Head Start competes divectly with worker training or Goals 2000,



We'nieed to take this info account as we arc preparing the budget and we need a
serious legislative strategy for increasing the Labor-HHS 602(b} appropriation.

FThis means that we must make sure we are fully on top of how the heaith care
budget intersects with the rest of our privrities. If our public health care investments
come in as discretionary spending, and fall under not only the discretionary eaps but
the Labor-HHS 602(b} appropriations allocation, we will face a severe hit on the rest
of our human resource investment. Ensuring that those health care spending are set us
as capped entitlements —— or in some way as not coming under the discretionary caps
— must be a major issuc,

HEAD START:

®» Where We Are: By far our major FY1995 human resource issue on the
investment side is Head Start. In FY1994, we hit only 358% of our Head Stant
request, and were umler the $600 million increasc that Bush called for in his
last budget. That of course is unfair 10 us as this was his only strong vear for
Head Siart. The amount in Vision of Change for FY 1995 was $1.8 billion.

~ ‘We have virtually no chance of hitting that amount, and with only a $550
million increase from last year, few would expect us to still ramp up that fast.
Despite that, I believe there are problems with the $624 million increase that
the OMB budget recommends. It is still a major increase, but it is far below
our schedule and fails to get well over the $600 million hurdle—which is an
imperative.

# Realistic Goal: What may be most important to CDF and others is that we
keep our commitment to full-funding, cven if & is a more phascd~ in schedule.
I we could alm for closer to the $1 billion that HHS calis for, make a full-
funding commitment, and insist that a precondition for increases are quality
reforms, we could be in goed shape. Yet, finding another $350 million in this
budget is a major task.

s Broader Coalition: We need to get a political strategy for this, We necd to
work to get Republicans who call for Head Siart increases in their rhetoric.

We also need 6 get business Jeaders whe support such increases to form a
business for children coalition to help raise the profile of these investments and
give them o business and cconomic validation. I belicve that the Head Stant
mivocates will be successful in somewhat rehabilitating Head Stant from the
criticisms from last year.

WORKER TRAINING AND LABOKR:



e Dislocated Workers: In terms of FY199%4, we got $600 million of the $1.4
billion we requested. For FY1995, the OMB budget allows for only a $47
million increase, while Labor is looking for $270 million more for the first
year of the dislocated worker program. Yet, cven this rests on the assumption
that we can find an entitlement source to pay for an additional $1 billion a year
on the PAYGO side. Therefore, strong funding for the first year of the
distocated worker training program would require an additional $300 million
for worker training.

e Other Key Investments: With this increase, we would have a strong fabor
investment agenda for FY1995 on the discretionary side.  School-to-Work is
on line for the $300 million needed for FY 1995, and the OMB mark for ong~
stop shopping is the is the same as the $250 million that labor 15 requesting,
Labor wants an additional $255 million for Jobs Corp, while OMB has less,
but still an $143 million increase,

e OSHA: Another major issug is that labor will want over $1(8) million morc
for QSHA funding. The key here is that we must consider this in the context of
our overall fsbor agenda. The more we are able to deliver on the non—budget
side of their agenda (striker replacement) the less this will stand out. Yet, if
other legislative arcas are pot doing well, this OSHA funding could be
politically important.

NATIORAL SERVICE: The National Scrvice Initiative has $575 million for
FY1994, Eli has asked for 3862 —— an $287 million increase. OMB calls for §7135,
Even with the full increase, there will be some who say that we have not lived up 1o
the vision on the campaign. Yet, if we are making good progress and if the
pereeption is that National Service got its full request, it would help. This is onc our
most visible investments, We should find the oxira $140 million.

INCOME CONTINGENT LOANS: We will not be doing enough for Pell Grants to
make this a major investment item. We need to have a strategy for roviving the notion |
of universal EXCEL Accounts that allow us to show that we.are offering every student
new options. This means giving this initiative more lift and more promotion.

INFRASTRUCTURE:

e ISTEA: In the budget presenied by OMB, there is no guestion that the major arca
of controversy is that there is 82 billion lesy for ISTEA. Alone, this cut in politically
untenable. Yet, it is a far closer call in the context of the overall budget, Finding this
$2 billion in the rest of the budget would be very difficult. As the cuts are in
demonstration projects, those most upset would be members of Congress and mavors,
If we do this, we would have 1o be carcful about our other fnvestraents that are ¢ritical
to Mavors. It will certainly hort us with many of the infrastructure groups that arc part



of our base. Yet, the real political issue, however, is Congressional. There is a constant
call by the budget cutters to cut highway demonstration projects, yet there is still no
proof that Congress can stomach this, There is also a serious political issue in that the
highway trust funds will be seen as going up at the same time that highway
authorizations are going down and airport assistance is being transformed from loans
to grants.

# Transit Grants: There is some good news in the initial OMB presentation. Capital
transit formula grants that took a major increase in FY1994, would go up another $392
million in FY1995. Yo, there is a call for phasing out operating subsidies that tend to
kit smaller more rural communities.

¢ Environmental Infrastructure: On the environmental infrastructure side, the OMB
budget increases the Clean Water State Revolving Funds by $360 million and the
Drinking Water State Revolving Funds by $101 million, which would put us over
$300 million above the last Bush budget in this area.

& High Tech Infrastructure: The OMB budget has no funding for high speed rail or
Maglev, Our danger here is that these investments represent your commitment to a
futuristic, year 2000 infrastructure, There may be good policy reasons for not funding
the high speed rail, but if this is the case, we must ensure that we have strong
commitment to information highways as an investment for the futere. Therefore, if

high speed rail is out, gwwmmwmmmw
the Information highway as well as any ad ) We can then talk

about a movement to environmental mfwstmcwrc mfﬁz‘maimﬁ higk%&y&, and mass
transit a$ rcpresenting a shift to new priorities in mfrastructure. The cuts in highway
must be seen as cuts in pork; we must distinguish between good spending and bad
spending in a period of

COMMUNITY DEVELOPMENT:

# New Initiatives: On one hand, this I8 an area where we can ¢laim much success in
terms of putting new initiatives and where our future sucgess can be determined
largely by our efforts in promoting ovr new ideas. We have passed Empowerment
Zones, and our close 1o success at CRA reform and Community Development Banks.
This hat=trick tells a nice story of economic cmpowerment and the success of new
ideas. Much of the future success may be determined on how much time we spend
promoling the ideas, and getting businesses and major corporations excited about
helping to make this a success.

» Highlight Community Development Banks: CDBs is an arca where we arc
tooking to spend $100 million, yver where $100 million more could make a major
impact on the success and cxpansion of a new trademark initiative at a low cost.
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8.

e Gaps in Base Hud Programs: The ncgative reality of this part of the budget is the
philosophical and political one that Sceretary Cisneros points out, At a philosophical
level, much of what HUD sceks to spend on is for the poorest Americans, and they
are trying to build back after a decade of severe retrenchment and waste. Yet,
addressing this in dellar terms is next o impossible with the current caps. On the
political side, it is the Mayors whe will largely determine how your urban initiatives
are judged, and they are unlikely to help with much if we are cutting the programs
that we they sce as their lifeblood —— mainly CDBG as well as HOME.

e Two~Prong Approach: It seems to me, that we need a two-prong strategy here.
The first prong s 1o ensure that we do what is nceded to make sure your most
innovative and visible investments are well-funded. That means we should not skimp
on Community Development Banks or Empowermont Zones. HUD wants extra money
for Empowerment Zones so that there will be tangible construction in them in the first
couple of years, which is an idea worth considering since it will be difficelt to spend
the Title XX money that way. The second prong is 1o try our best fo find some
additional funds for HUD «- though not ncarly as much as Secretary Cisneros and all
of us would like -~ and see what is the best package we can put together that will fiy
with the citics. Here we may want 1o Jook beyond HUD to Ryan White and mass
transit, and do a "cities cross—cut” to sce what our who story is. My general feeling is
that we are going to have to try 10 preserve the $4.4 billion in CDBG, and that we
should try to do more on the homeless initistive and help for distressed housing, while
accepting OMB's severe cut in public housing construction.  Despitc the major cuts in
public housing construction in the 1980s, there docs not seem to be enough confidence
that we know how to spend this money, ard without a major hit somewhere there 18
no hope of doing any of the new stuff that Scerctary Cisneros wants. The other thing
we should do s try 10 give the Secretary funding for his new ideas within the
Empowerment Zones as a way of keeping costs down in FY1995 and cusuring that we
have enough discretionary funds for economic development to make the empowerment
zones work.,

AIDS: As mentioned above, we should st a2 minimum fully—fund the Ryan White Act.

DEFENSE CONVERSION: Clearly an arcas where we want to be strong is on

defense conversion, We can make major strides for reasonable amounts of funds, and we
should find a way to do so. Overall, there are many programs that are included in our defense
copversion initiative, including our technology programs and programs taking place in the
defense department 1o help base closures and provide scverance pay for military personnel.
Yet, there are four programs that will be our most visible and will be most clearly understood
as defense conversion initiatives by the Administration. One is the Office of Economic
Adjustment in Defense, which received $39 mitlion in funding in FY19%4 and is scheduled to
get the same in FY1995. A sccond is the Economic Development Admainistration in
Comnierce, which got $80 million in FY1994 and is scheduled to get the same in FY1995,
The third is the Technology Reinvestment Project, which got $474 million in FY1994 and is



scheduled to get 3575 million in FY1995 (despite the fact that Defense amazingly asked for

only $325 million). The fourth will be our worker training program.

6.

# Foll-Funding The Three Most Identifiable Defense Conversion Programs: If we
look at the first three, major funding increases for the Office of Economic Adjustment
would be a doubling of their funds to $80 million and an increase in the EDA to $108

TRP, this program is a trcmtndoas sacccss, h;ghiv mmbic to e&mmumtms and
perfectly

reflects economic conversion. Dellums and Schrocder will clearly ask for more than
we do — prohably $1 billion. While I know that defense is squeezed, they make up
half of the entire discretionary budget. If they were 1o fund OEA at $80 million and
the TEP at §1 billion we would be asking them to absorb only $465 million more in
their budget, while allowing us to be scen as making a major increase in defense
conversion, instead of letting others take the lead, It would allow us a visible new
increase to demonstrate to members of the California delegation what is at risk with
the balanced budget.

TECHNOLOGY: In addition to TRP and information highways, it secms c¢lear that

increases in NIST and NSF represent what most of our people and advigsors like John Young
belicve is the right spending. Commerce asks for $1 billion for NIST, a highly successful part
of the government, which funds many of our top prieritics such as the Advanced Technology
Project and Manufacturing Extension. The OMB mark is 3690 million. National Science
Foundation wants an increase from $2.9 billion to $3.67 billion, while we increase only to
$3.20 billion. It seems that here is a place where we should highlight these two arcas and
took through the NASA and Encrgy budget —— as well as the rest of the Commerce budget ~
-~ and ask whether other science projects really are worth as much as these.
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